











An emphasis on the sixth proposed guideline is misplaced because nonbank financial
sectors influence monetary policy implementation and the demand for Federal Reserve liabilities.
The judgment by a Reserve Bank that the Federal Reserve’s ability to conduct monetary policy
would be adversely affected by its provision of an account could well overlook countervailing
effects. As we will discuss in the next section, there are large, currently unmet, demands for safe,
competitive deposits by money market mutual funds, bond funds, corporations, money services
businesses and other nonbank financial intermediaries whose balances far exceed the limits of
federal deposit insurance. As TNB and other potential narrow banks of its type would seek to
accommodate such demands, their actions would significantly lessen the potential and repeated
demands these sources of instability would place on the Federal Reserve.

In addition to potential effects an account opening might have on the nonbank sector, the
Federal Reserve is well equipped with tools to control the demand for its liabilities by account
holders. While the Board should act in a nondiscriminatory fashion, its policies for the
remuneration of reserves gives it wide discretion over the demand for reserves by depository
institutions, and, as a result, it can offset structural demands for reserves by its remuneration
policies. Finally, Reserve Banks do not have the monetary policy authorities of either the Board
or the FOMC and should not dictate solutions for those entities. There is a clear separation in the
Federal Reserve Act of monetary policy responsibilities governed by the Board and the FOMC,
and financial service responsibilities of the Reserve Banks. For these reasons, the sixth guideline
is fraught with difficulties.

A final point to make in response the questions posed in the proposed guidelines concerns
footnote number 5 that devolves to Reserve Banks the setting of the rate of interest on reserve
balances for account holders. This devolution by the Board of its responsibilities to determine the
rate of interest on reserves is not warranted. Reserve Banks cannot easily ensure the
nondiscriminatory application of interest on reserves, a principle to which the Board should
adhere in its administration of the policy. Second, without monetary policy authority, Reserve
Banks are poorly placed to determine the appropriate rate of interest, which, again, should be a
nondiscriminatory rate set by the Board in any case. Finally, if the Board or Reserve Banks have
reservations about the business plan of a potential account holder, they could conceivably limit
the size of activity of the account holder, but they should not change the nature of the business
unilaterally. Temporary size restrictions could allow the Board to test the effects of the new
business plan on the U.S. financial system, while lowering the rate of interest on reserves would,

levels projected to rise rapidly. Participants broadly supported the proposed increase in the counterparty
limit, and a few participants also noted that they would support removing the limit altogether. A few
participants suggested that some type of dynamic or differential limit could be considered in the future to
enable the ON RRP facility to adapt more readily to market developments. A few participants noted that
the concerns at the time the facility was established about possible adverse effects of the ON RRP facility
on financial stability and the structure of money markets had not materialized. Indeed, over the spring of
2020, the facility played an important role in helping stabilize money market conditions. In light of the
potential for greater use of the ON RRP facility going forward in connection with the expansion of the
Federal Reserve’s balance sheet and associated downward pressure on overnight rates, a couple of
participants noted that it might be useful to review lessons learned regarding the ON RRP facility since its
inception.” https://www.federalreserve. gov/monetarypolicy/files/fomcminutes202 10317 . pdf






This constellation of yields reveals an unmet demand in the U.S. financial system for a
safe and competitive bank account for uninsured deposits in normal times. With the supply of
such a service, uninsured depositors will have an alternative short-term investment which is free
from run risk. That investment alternative can be used by money market mutual funds and other
shadow banking institutions to accommodate their own shareholders” withdrawal demands,
rather than engage in a disruptive fire sale of marketable securities. Such a service would greatly
enhance the systemic safety of those institutions and the U.S. financial system more broadly.

It is important to note two points. Were a safe and competitive deposit service available
to institutional investors, it is likely that funds would flow out of the safe deposit service in times
of crisis, as institutional investors draw on such funds to meet withdrawal demands place on
them, and flow into other banks and Treasury-only money market funds as typically occurs.
Second, the safety and stability of the U.S. financial system would be enhanced by having more
short-term wholesale funding supplied by non-runnable deposits in normal times.

The second point must be emphasized: creating a safe and competitive deposit service for
institutional investors does not create a risk of runs into such a service during a crisis, as runs
into banks and money market mutual funds already occur. Instead, the creation of such a service
will forestall runs from occurring, as a larger share of institutional investments will be held in a
safe form in normal times.

5. TNB should have an account at the Federal Reserve Bank of New York soon.

TNB applied for an account from the Federal Reserve Bank of New York in August
2017. It is imperative that an account be established for it as soon as possible. TNB has met the
requirements for such an account after its review of credit and liquidity risks by the Federal
Reserve Bank of New York in the fall of 2017, and TNB has robust systems to comply with
Know Your Customer and Anti-Money-Laundering requirements. As we have explained in great
detail in many documents, and pointed out in this note, TNB would add to the safety and
efficiency of the U.S. financial system.?!

In its proposed guidance, the Board expresses the concern that “If the institution is not
subject to capital requirements similar to a federally-insured institution, the potential for sudden
and significant deposit inflows into that institution is particularly large, which could
disintermediate other parts of the financial system, greatly amplifying stress.” This concern, as
we discussed above, is misplaced. But here we rule out any such significant deposit inflows into
TNB.

TNB pledges to abide by a “surge-protector” in receiving deposits, similar in spirit to the
surge-protector policy it suggested in its comments on the Board’s March 6, 2019 Advanced
Notice of Proposed Rulemaking.?? Specifically, after a two-year period of becoming established,
TNB will not receive deposits in excess of three times its current balance over any three-month

2l See the documents section at https://www.tnbusa.comy/.

22 Op. cit. page 29.






